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HIGHLIGHTS OF BUSINESS IN SEPTEMBER 


Production of steel and autos represented two ex- 
tremes in activity during September as over-all industrial 
output continued at a high level. Steel output ran above 
rated capacity throughout the month as heavy construc- 
tion and other business investment requirements remained 
high, but production of automobiles was at the seasonal 
low of the model changeovers, down 53 percent from the 
August total and 59 percent from that of September, 1955. 

Stock prices declined throughout the month, the Dow- 
Jones average for industrials falling from a high of 513 
on September 5 to a low of 474 on September 28. Elec- 
tion uncertainties, the Suez crisis, tightness in the money 
market, and a decline in the rate of increase in profits 
were offered as possible explanations of the decline. 


interest Rates Rise 


Short-term interest rates continued their upward 
trend in September as the money market tightened fur- 
ther. The Treasury bill rate rose throughout the month, 
the regular Monday issue rising from 2.736 percent at the 
first of the month to 2.985 percent toward the end of 
the month. 

Short-term business loans obtained from large New 
York City banks averaged 4.14 percent interest in Sep- 
tember, up .25 from the June average and .66 from that 
of September, 1955. The rate for the past month was the 
highest since August, 1932. 


Construction Down 


New construction declined in September for the first 
time since February, falling slightly from the record 
August level to $4.3 billion. However, most of the drop 
was seasonal, and it was considerably smaller than the de- 
cline from August to September, 1955. Total construc- 
tion for the first nine months of 1956 was close to $32.7 
billion, about 2 percent above the same period last year. 

Private housing construction for the third quarter was 
still 10 percent below the record established in the same 
three months of 1955, the September total holding level 
with the $1.4 billion for August. Private industrial build- 
ing also stayed at the August level, whereas public 
construction at $1.4 billion was some $10 million above 
the August level. However, the increase in the latter 
was more than offset by decreases in other types of 
construction. 
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Installment Debt Climbs Still Higher 


Consumer obligations on installment contracts rose 
$324 miflion during August to mark the sixth straight 
new high at $29.4 billion. Automobile paper accounted for 
$153 million of the increase, raising the total in this 
category to $15.3 billion. 

Noninstallment debt of consumers increased by $36 
million in the month, bringing the total of all consumer 
debt up to $37.5 billion at the end of August, nearly $3.9 
billion above the total of a year ago. 


Inventories and Sales Rise Further 


The book value of manufacturing and trade inven- 
tories rose slightly on a seasonally adjusted basis from 
$85.8 billion at the end of July to $86.0 billion at the end 
of August; monthly sales on the same basis rose from 
$52.7 billion to $54.4 billion. The inventory total at the 
end of August was $6.5 billion above the level at the end 
of August, 1955, whereas sales in August were $1.5 bil- 
lion greater than those in August, 1955. 

The inventory rise during August was considerably 
smaller than the average monthly increase of $500 mil- 
lion during the first seven months of the year, but the 
ratio of inventories to sales remained above that for 
August, 1955. Most of the increase in inventories oc- 
curred in stocks held by nondurable goods manufacturers, 
but most of the sales rise was experienced by manufac- 
turers of durable goods. 


Personal Income Up 


Personal income in August reached a seasonally ad- 
justed annual rate of $328.2 billion, about $4 billion above 
the rate for July and nearly $20 billion above that for 
August, 1955. Wage and salary payments accounted for 
about four-fifths of the August increase. 

The rate for the first eight months of the year aver- 
aged $322 billion, 7 percent more than the $302 billion 
annual rate for the corresponding period in 1955. 

Wage and salary payments have risen more rapidly 
in nonmanufacturing industries than in manufacturing so 
far this year. By the end of August manufacturing pay- 
rolls were up 2 percent from the first of the year, whereas 
other payrolls were up 6 percent. 
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Paying for Credit Expansion 


Credit expansion has played a role of major im- 
portance in the business advance of the last two years. 
All classes of borrowers except the Federal government 
have been increasing their indebtedness rapidly. Despite 
the “tight money” policy of the Federal Reserve, bank 
loans increased $15 billion in the fiscal year ended June 
30. Borrowers and lenders alike can point to a “sound” 
basis for the expansion in rising activity and incomes; 
and since few doubt the permanence of success, the 
“soundness” is presumed to be enduring in character. 

The effects of recent credit movements on interest 
rates are brought out in an article in the September is- 
sue of the Federal Reserve Bulletin. Rates have generally 
advanced from the 1954 lows, with the sharpest advances 
being made by short-term rates. Yields on Treasury 
bills have more than tripled — from less than 1 percent 
to 3 percent — and other short-term rates have advanced 
just as much absolutely if not relatively. This sharp ad- 
vance in short-term rates has practically eliminated the 
differential from long-term rates. In commenting on 
these movements, the Federal Reserve Bulletin states, 
“The flexibility of interest rates in recent years and the 
relationship between short- and long-term rates are more 
similar to interest rate behavior in this country prior to 
the 1930's than in the intervening period.” 


The Government Securities Market 

The upward movement of interest rates was led by 
short-term governments. Banks have been selling off 
these securities as a means of expanding customer loans, 
and this has forced yields up sharply. Since the shift out 
of governments was concentrated in short-term issues, the 
long-term rate rose only moderately. In recent months, 
therefore, there has been a bulge in the yield curve on 
government securities, with rates on 3-5 year notes and 
bonds rising above the longer maturities. 

Fortunately, prosperity has brought the Federal gov- 
ernment high revenues and a surplus of receipts over 
expenditures. For in this period, hardly anybody has 
wanted to put funds into its securities. In the short-term 
market, banks have preferred to lend available funds to 
business firms and consumers. Corporations increased 
their holdings as tax liabilities mounted in 1955, but the 
growing need for funds has put an end to this movement. 
The long-term market has also been unfavorable. Re- 


demptions of savings bonds have consistently exceeded 
new Sales. Institutional investors have preferred the 
higher yields available on mortgages and corporate se- 
curities. Attempts to lengthen maturities on the Federal 
debt since 1953 have met with little success. 

What happens to the borrower who comes into a tight 
market for new funds is illustrated by the market for 
municipals. New issues are charged an additional one- 
half of 1 percent or more over the rate on outstanding 
issues of similar quality. The pressure of state and local 
government projects has broken the bounds of their usual 
market. They have had to obtain funds from investors 
with little or no interest in tax exemption, and rapid 
rate advances have put them in the position of losing 
much if not all of the differential usually enjoyed. 


Corporate Markets Keep Pace 


Rates on corporate securities have moved more or less 
in line with governments. Prime commercial paper has 
risen all the way up to the rate on high-grade corporate 
bonds. Both are running about one-half of 1 percent 
higher than corresponding governments, and the prime 
bank rate to corporate borrowers has kept pace, running 
about one-half percent higher still. 

Practically all business uses of funds have been rising. 
The most important demand has been the unprecedented 
rate of investment in plant and equipment. Working 
capital needs have also been important. Book values of 
corporate inventories advanced $9 billion in fiscal 1956, 
and trade receivables almost as much. Dividend payments 
have also been increased, by about 15 percent. On the 
other side of the picture, profits have held near the peak, 
and depreciation charges have continued into new high 
ground. These internal funds were supplemented by heavy 
borrowing on both long and short term. Nevertheless, the 
combined sources of funds were inadequate, so that cash 
balances and other liquid assets had to be drawn upon. 

Up to this point, the strain on liquid asset positions 
has been of little significance, and it probably will not be 
serious as long as business continues up. However, the 
loss of liquidity makes business vulnerable to declines in 
sales and profits. Many corporations are heavily com- 
mitted for new facilities and operating needs, so that 
cash positions would deteriorate rapidly with any change 
in conditions. Complete freedom from setbacks is too 
much to hope for, and the financial pressures generated 
by a decline will help to make any readjustment sharp. 


Consumers Go the Limit 

The largest single claimant of available funds has 
been the home buyer. With new mortgage lending at a 
rate of almost $2.5 billion per month, mortgage debt out- 
standing has been rising at an annual rate of about $16 
billion. Of this, only 5 percent was obtained from bank 
funds. 

Interest rates have risen on conventional mortgage 
loans. The rates on government-guaranteed mortgages are 
restricted by law, but the restriction is circumvented in 
part by discounting the face value, either at the time of 
the original transaction or subsequently upon transfer of 
the mortgage to a financial institution. Difficulties with 
this procedure have made for limited availability of 
funds to home buyers under the government programs, 
and an increasing proportion of all mortgages issued have 
been of the conventional type. 

Consumers have also been expanding other forms of 


(Continued on page 6) 
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CORRESPONDENCE EDUCATION 


Correspondence education has been used successfully 
at all educational levels and is part of the regular school 
systems in countries such as Canada, Australia, and New 
Zealand. In the United States, however, it is primarily 
a form of adult education and the subjects offered are 
mainly cultural, though vocational subjects are available. 

There are approximately 380 private correspondence 
schools as well as 133 colleges and universities which 
maintain correspondence study departments in the United 
States. Attending these schools are an estimated 1.5 mil- 
lion people who spend a total of $70 million a year in 
tuition payments. 


Development 

Correspondence instruction in its modern form origi- 
nated in 1856, when C. Toussaint and Gustav Langen- 
scheidt founded a school in Berlin to teach languages by 
correspondence. In 1868 the university extension move- 
ment was introduced in England. Though it offered 
secular instruction by correspondence, it was religious 
in its association. Its further development was left largely 
to American initiative. 

The first American correspondence school was organ- 
ized in 1881 by the Chautauqua Institute. The initial 
program was a course in Hebrew, written by Professor 
William Rainey Harper, who, in 1891, became the first 
president of the University of Chicago. The following 
year he set up the nation’s first comprehensive university 
extension service with a correspondence department as 
one of its major branches. This venture proved success- 
ful and it spread rapidly to other universities and colleges. 

Many early attempts were made to commercialize the 
home-study approach to learning, but the most successful 
venture was that of Thomas Jefferson Foster, a Pennsyl- 
vania magazine editor. In 1891 he organized the Colliery 
Engineer School of Mines, offering a correspondence 
course on coal mining. It was an immediate success and 
many other courses were soon added. In 1901 the school 
was renamed the International Correspondence School 
and by 1910 it was offering 480 courses with an annual 
enrollment of 100,000 students. Today, ICS is the largest 
correspondence school in the world, employing nearly 
2,000 persons in the United States and hundreds more 
throughout the rest of the world. 

By 1925 over 500 private correspondence schools had 
come into existence. There was nothing to prevent an in- 
dividual from opening an office, calling it a university, 
college, or academy, and offering any number of diplomas 
or degrees ranging from a certificate in crime detection 
to a Ph.D. in physics. Nearly 80 percent of the corres- 
pondence schools were one-man operations. Many pro- 
vided almost any kind of degree, and one school went so 
far as to offer 867 courses in liberal arts—more than 
Harvard University did at the time. In 1926, the National 
Home Study Council was organized by ICS and several 
other large correspondence schools. It has helped promote 
better educational standards, but membership is not com- 
pulsory and in 1955 only 50 schools belonged. 





Acceptance and Accreditation 


The subject of accreditation has long been a thorn 
in the side of private correspondence schools —as well 
as a headache to recognized institutions of higher learn- 
ing. For all practical purposes correspondence schools 
may be divided into two separate categories, namely, 
“proprietory” or non-collegiate schools and “accredited” 
schools. The former consist of all institutions which, 
though they may offer course work of recognized value, 
provide no credit for higher education. Accredited schools 
are universities or colleges which offer correspondence 
courses, usually through a university extension division, 
and are fully accredited by their state and regional ac- 
crediting authorities. 

Many proprietory schools offer correspondence work 
leading to a high school diploma, which, in many cases, is 
acceptable in business and industry as evidence of a high 
school education. However, such a diploma is not accepted 
by the various regional accrediting associations, and cor- 
respondence school graduates must take a college entrance 
examination prior to acceptance by an accredited college 
or university. In addition, many professional licensing 
bodies, civil service commissions, and various other or- 
ganizations have restrictions on the recognition of educa- 
tion obtaired through correspondence. 


Illinois — Mail-Order Center 


Illinois is the foremost seat of correspondence educa- 
tion in the nation, with 85 correspondence schools — 74 
of them in Chicago — as compared with 57 in New York 
and 53 in California. Quality as well as quantity is found 
within the State, for many of the country’s most outstand- 
ing schools are located here. 

The University of Chicago, the first university to offer 
course work by correspondence, has carried higher edu- 
cation to thousands and its correspondence studies reach 
every part of the world. It currently offers 150 different 
courses and enjoys an annual enrollment of 2,400 new 
students. The University of Illinois at Urbana offers 114 
correspondence courses — 110 of which give college credit. 
They range from accounting to theoretical and applied 
mechanics, with the heaviest enrollment in mathematics, 
rhetoric, accounting, and education. 

Among the schools specifically offering correspondence 
instruction are the American School, International Ac- 
countants Society, Institute of Applied Science, DeVry 
Technical Institute, Blackstone School of Law, and La 
Salle Extension University, to mention only a few. The 
American School of Chicago, founded in 1897, is second 
in importance only to ICS. It has a staff of 550 employees 
and an annual new student enrollment of 55,000, of which 
80 percent are adults taking high school courses. Another 
prominent school is the La Salle Extension University. 
Founded in 1908, it has become well known for its course 
work in accounting, and its correspondence law school 
can boast three governors, seven congressmen, and 50 
judges among its graduates. 
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STATISTICAL SUMMARY OF BUSINESS ACTIVITY 


SELECTED INDICATORS 
Percentage changes July, 1956, to August, 1956 
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es Percentage 
~ T > = T = August Change from 
COAL PRODUCTION Item 1956 July Aug. 
1956 1955 
ELECTRIC POWER PRODUC TION Annual rate 
in billion $ 
Personal income'............. 328.28 + 1.1] + 6.3 
pee Manufacturing! 
ee a vars Cvs alaiarsiex ad 330.08 | + 5.0| + 1.1 
REE LO 49.4%>) + 0.4 /) 411.5 
— eae 8 activity’ 
neste rivate residential.......... 16.8 — 0.6] —11.7 
ee Private nonresidential... .. 17.3 | + 1.5 | +10.3 
per ere 17.0 + 4.0) + 8.2 
Foreign trade’ 
DEPARTMENT STORE SALES Merchandise exports........ 19. 3¢ — 4.7 | +27.0 
Merchandise imports........ 12. 6° 1.8 | +18.7 
Excess of oe wes avis 6.7° —14.8 | +46.0 
. Consumer credit outstanding? 
a Total credit................ 37.5» | + 1.0] 411.5 
Installment credit.......... 29.4» + 1.1 | +12.5 
: Business loans®............... 29.2» + 1.9 | +20.7 
FARM PRICES Cash farm income’............ 30.9 +12.1 | + 0.6 
Indexes 
(1947-49 
Industrial production? = 100) 
Combined index............ 141° + 3.7| + 0.7 : 
Durable manufactures....... 159 + 7.4) 4+ 0.6 I 
ILLINOIS BUSINESS INDEXES Nondurable manufactures. . .| 127 0.0 | + 1.6 
rote SESS eee 128* +4.9) 4+ 5.8 
Manufacturing employment‘ | t 
August Percentage Production workers. ....... .| 106 + 2.8| — 0.4 | 
an 1956 Change from Factory worker earnings* . 
(1947-49 July Aug. Average hours worked...... .| 101 + 0.8 | — 0.7 , 
= 100) 1956 1955 Average hourly earnings... .. 149 +0.5| + 5.3 
—}— Average weekly earnings..... 151 + 1.3) + 4.5 t 
A te eee 217.5 rae ry tee y Construction contracts awarded?) 270 — 3.7| + 9.2 4 
rece 77.2 4+24.1|/ + 1.1 Department store sales?.......| 1278 — 0.8 | + 7.6 , 
Employment — manufacturing®..| 107.0 + 2.6} + 0.8 Consumers’ price index‘... ....| 117 - 0.2] + 2.0 . 
Weekly earnings—manufacturing®| 146. 8* — 1.6] + 3.6 Wholesale prices‘ I 
Dept. store sales in Chicago*....| 119.0 | + 0.8 | +10.2 All commodities. ........... 115 + 0.5 | + 3.3 
Consumer prices in Chicago®....| 120.0 — 0.4/| + 1.3 Farm products............. | 89 - 1.0) + 3.3 
Construction contracts awarded® Sn 2 ga chse © paaaee Foods............+.+.+.4: 103 + 0.4) + 0.7 
Oe EEE 166.3 — 3.2| + 6.6 ee eee 122 + 0.8) + 4.2 
FEO Pe Oe 84.0 + 5.0); + 9.1 Farm prices* 
Life insurance sales (ordinary)*..| 228.2 + 4.3 | +14.0 Received by farmers. . 88 — 2.2) + 2.3 
Petroleum production™......... 130.5 —- 0.0; + 1.9 Paid by farmers............ | 115 0.0 | + 2.7 
of See tee sf ~ 3.5) — 1.2 @ 
1 Fed. Power Comm.; 7 Ill. Dept. of Mines; * IIL Dept. of Labor; 
‘Fed. Res. Bank, 7th Dist.; °U. S. Bur. of Labor Statistics; °F. W. 1U. S. Dept. of Commerce; ? Federal Reserve Board; *U. S. Dept. 
Dodge Corp.; * Fed Res. Bd.; * Ill. Crop Rpts.; * Life Ins. Agcy. Manag. of Agriculture; *U. S. Bureau of Labor Statistics; 5 F. W. Dodge Corp. 
® Seasonally adjusted. © As of end of month. ¢ Data are for July, 
comparisons relate to June, 1956, and July, 1955. 1956; comparisons relate to June, 1956, and July, 1955. 4 Based on 
» Seasonally adjusted. n.a. Not available. official indexes, 1910-14 = 100. 
UNITED STATES WEEKLY BUSINESS STATISTICS 
1956 1955 
Item a 
Sept. 22 | Sept. 15 Sept. 8 Sept. 1 Aug. 25 Sept. 24 
Bituminous coal (daily avg.).. ..thous. of short tons..| 1,692 1,775 1,746 1,665 1,658 1,586 
Electric power by utilities........... mil. of kw-hr........ 11,482 11,339 10,955 11,565 11,340 10,756 
Motor vehicles (Wards)... . ...mumber in thous..... 50 84 62 77 89 147 
Petroleum (daily avg.). , theme, BBR.....:....1 7,08 7,049 7 ,037 7,108 7,127 6,671 
ey nape ee eee 1947-49=100....... 144 144 141 139 137 135 
Freight carloadings............. ...thous. of cars....... 822 821 680 784 770 814 
Department store sales........ ..1947-49=100....... 131 130 112 128 120 121 
Commodity prices, wholesale: 
All commodities............ 1947-49=100....... 115.1 115.1 114.8 | 114.6 114.6 111.7 
Other than farm products and foods. .1947-49=100....... 122.6 122.6 | 122.4 122.3 122.3 118. 5* 
ie. rrr | eee 91.9 | 91.2 | 90.5 90.4 90.9 89.6 
RT! Mi GP PRE ES mil. of dol... .. 29 ,694 29,554 29,355 | 29,168 29,182 24,570 
Failures, industrial and commercial...number........ 262 203 196 | 237 215 171 

















Source: Survey of Current Business, Weekly Supplements. 


* Monthly index for September, 1955. 
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Industrial Production 


Largely in response to inventory accumulation, many 
industrial firms have been reducing output this year. In 
August the Federal Reserve Board’s industrial production 
index recovered from the strike-induced low of 136 (1947- 
49 = 100) to 141 to equal its level in the two months 
prior to the strike. However, the index was down about 
2 percent from the high reached in December of 1955. 
The December, 1955, peak has thus far represented the 
end of the rapid recovery from the low point of the 1954 
recession. Between the third quarter of 1954 and Decem- 
ber of 1955 industrial production rose by 17 percent. 

This year’s decline has been shared by producers of 
nondurable and durable goods. The sharpest cuts occurred 
in the transportation equipment index, which is heavily 
weighted by “automobile output, and in primary metals, fab- 
ricated metal products, textiles, and lumber. These declines 
have been counterbalanced in part by continued increases 
in the output of machinery and chemical and petroleum 
products and by stability in other industries. 


Power Output Stable 


Output of electric power has been fairly stable this 
year in contrast to last year’s rapid advance, as shown 
by the accompanying chart. Electric power production 
rose seasonally in August, largely because of the growing 
use of air conditioners in hot weather. In July, power 
production held steady at the June level, reflecting the 
shutdown in steel operations. 

Aside from the special situation of the steel strike, 
two major developments in the economic picture. in 1956 
account for the reduced rate of growth in power output. 
Most important is the moderate downtrend in industrial 
production evident since the end of last year. But also 
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RECENT ECONOMIC CHANGES 


the slowdowns in homebuilding and in sales of power- 
using household equipment have helped to restrict the rate 
of growth in use of electric power. 


Machine Tool Ordering Up 


Machine-tool builders received a surge of new orders 
in August as buyers rushed to close deals before an- 
nounced price increases became effective. The 41 percent 
increase in orders that occurred between July and August 
pushed total new orders to $87 million, their highest since 
March. For the first eight months of 1956, new orders 
totaled $658 million, a third above last year’s volume. 

Shipments also were a third higher than in the first 
eight months of last year as producers adjusted capacity 
to meet the rise in demand that began in the last quarter 
of 1954. At that time, tool builders had whittled backlogs 
down to about 3 months’ work. With the boom in capital 
spending this year, backlogs of orders rose to a high of 
8.6 months by March. However, with shipments rising 
sharply, backlogs were reduced to 7.7 months by August. 


Farmers’ Equity 


Despite the decline in farmers’ income and prices 
received during 1955, their net worth continued to rise. 
At the beginning of 1956, farm assets were valued at a 
record $170.1 billion, an increase of $3.5 billion over the 
beginning of 1955. The value of farm real estate in- 
creased by $3.9 billion; and machinery, household furnish- 
ings, and financial assets increased by $1.4 billion. Off- 
setting these advances was a reduction of $1.8 billion in 
the value of livestock and crop inventories. 

The principal elements in the rise in the value of 
farm assets, according to the Department of Agriculture, 
have been sustained demand by farmers for additional 
land to enlarge their farms and the widespread opinion 
that farmland is still a safe and desirable long-term in- 
vestment. In some regions, urban and industrial expan- 
sion into rural areas, demand for farms as residences, 
and demand for farm land for timber production have 
also been influential in pushing up land values. 

Farm debts increased by slightly over a billion dollars 
during the year to $18.8 billion. The biggest part of the 
increase, $800 million, was mortgage debt on real estate. 
An additional $600 million was added to liabilities in 
the form of bank loans or credit extended by merchants, 
dealers, and other businessmen. Outstanding indebtedness 
to the Commodity Credit Corporation declined by $300 
million during the year. As a result of the greater in- 
crease in assets, farmers’ equity increased to $151.3 
billion. This compares with $144.4 billion at the beginning 
of 1954, the post-Korean low. 


Dividends Rise 


Although corporate profits in the first half of 1956 
were below the peak annual rate reached in the fourth 
quarter of last year, dividend payments are still forging 
ahead. Cash dividend payments in August totaled $293 
million, $30 million over August, 1955. 

For the first eight months as a whole, cash disburse- 
ments were 15 percent above 1955. Automobiles and non- 
ferrous metals recorded the largest relative gains, though 
practically all manufacturing groups reported increases 
of 10 to 20 percent. Dividends of mining companies were 
up 20 percent in the same period. 
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Employment Off Seasonally 

Employment declined seasonally in September, mainly 
because of the annual exodus of students from the sum- 
mer labor force. This decline was confined to nonagricul- 
tural employment and reduced job levels in virtually all 
major branches of activity. Nevertheless the total number 
of jobholders was at an all-time high for the month at 
66.1 million workers. Unemployment also declined during 
the month to slightly less than 2 million, its lowest level 
since 1953. 

Census data in thousands of workers are as follows: 


Sept. Aug. Sept. 

1956 1956 1955 
Civilian labor force............ 68 ,069 68 ,947 66,882 
NE 0.5 5 boos cle coreenas 66,071 66,752 64,733 
Ne CEE re 7,388 7,265 7,875 
Nonagricultural............. 58,683 59 ,487 56,858 
Unemployment. ..... 1,998 2,195 2,149 


Record Foreign Trade 

Spurred by world prosperity, American merchandise 
exports rose steadily between late 1954 and the middle 
of this year. However, in July, exports, excluding mil- 
itary grant-aid shipments, dropped 14 percent to $1.3 bil- 
lion. The decline was in part seasonal, and reflected re- 
duced exports of metals, some manufactured products, 
textile fibers, and some other farm commodities. Military 
shipments increased during the month so that the drop 
in total exports was limited to 5 percent. For the first 
seven months of 1956 total merchandise exports were 18 
percent above the corresponding period of 1955. 

Imports were 16 percent higher in the first seven 
months of this year. As shown by the chart, the increase 
occurred mainly in the third and fourth quarters of 1955; 
since then imports have stabilized at a near-record level. 
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Paying for Credit Expansion 
(Continued from page 2) 
borrowing sharply. New credit extensions to consumers 
have been running over $3 billion a month, and repay- 


ments have not yet caught up with new borrowing. Total. 


consumer credit outstanding increased by over $6 billion 
in 1955, with almost 90 percent taking the form of in- 
stallment credit. The rate of increase in credit outstand- 
ing dropped sharply through the first half of 1956, but 
rebounded somewhat in the third quarter. 

3oth these forms of borrowing, on which consumers 
have been going the limit, are cyclicai in character. 
Mortgage credit is tied to the long cycle in residential 
construction, consumer credit mainly to the shorter 
swings in durable goods purchases. In both cases, con- 
struction or production of the item purchased necessarily 
precedes the consumption of its services, which are avail- 
able over a long period of years. Credit helps to concen- 
trate purchases in periods of prosperity, during which the 
supportable limits of credit are approached. Then, after 
the reversal, repayments have a prior claim on income 
and depress spending for new production. 


Influence of Monetary Policy 

Monetary policy aims at moderating the cyclical 
swings primarily by limiting the excesses of the boom. 
Prosperity periods in which the Federal budget is running 
a surplus are those in which the Federal Reserve has the 
best opportunity to apply restrictive measures. The 
present situation exemplifies the ideal occasion for such 
measures, and the Federal Reserve has responded with 
the present “tight money” policy. This policy shows great 
restraint in applying the brakes. It has consisted mainly 
of holding Federal Reserve credit stable in the face of 
sharply rising demand for funds. Rediscount rates have 
been raised, but only in line with the forces of the mar- 
ket in bidding up rates on Treasury bills. 

Several factors have limited the effectiveness of Fed- 
eral Reserve policy. The banks had a large volume of 
government securities which they could use to replenish 
reserves as loans were expanded. The flow of long-term 
funds to other institutions, such as insurance companies 
and savings and loan associations, has been outside the 
scope of direct action. The continuing rise in time de- 
posits, which are subject to lower reserve requirements, 
is similar in character. Finally, the bulk of consumer in- 
stallment credit is extended by a few large companies 
that are financially strong enough to tap various sources 
of funds for the purpose of expanding loans to consumers. 
The boom has therefore progressed almost unchecked. 

More drastic restrictions now, after the boom has 
reached the peak, hardly seem appropriate. Earlier, such 
action might have been helpful, but it would have taken 
superhuman wisdom and courage to apply and enforce 
drastic controls a year ago, before the rise in prices was 
well under way. Fears that inflation may be permanent 
are a practical necessity for the application and accep- 
tance of controls, even though such fears may be mis- 
taken. (See the special article in this issue. ) 

In the literature on business cycle theory, the role ot 
credit has frequently been stressed. The accepted doctrine 
is that a prolonged period of credit expansion has to be 
paid for in a subsequent period of liquidation. Many ap- 
parently reject this view today, but it may be significant, 
as the Federal Reserve Bulletin points out, that the last 
time credit conditions resembled those now prevailing 
was in the late 1920’s. VLB 
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BUSINESS BRIEFS 


PUBLICATIONS AND DEVELOPMENTS OF BUSINESS INTEREST 


Supermarkets 


Controlling nearly 60 percent of total grocery volume 
in the United States at the close of 1955, supermarkets 
showed substantial gains both in number of outlets and in 
increased sales by existing stores. Of the estimated 2,260 
new stores built in 1955, nearly all were supermarkets. 
With more floor space on the average, the new stores 
were built. to handle a weekly volume of $2 to $3 per 
square foot of sales area. Types of location for the new 
stores varied considerably, yet a trend was indicated, 
according to a report by the Super Market Institute. 
Fifty-three percent of supermarkets built in 1955 were 
located in shopping centers and 43 percent were in new 
shopping centers. 

The number of items handled by well-stocked super- 
markets has grown from approximately 3,000 in 1946 to 
about 5,000 at the close of 1955. This growth in number 
of items stocked has emphasized the problem, among 
others, of space allocation. A greater share of floor space 
has been devoted to frozen foods, and self-service meat 
departments were featured in four out of five new super- 
markets. An increasing number of stores also featured 
pre-packaged fresh fruits and vegetables. 

Sales increases in 1955 were accompanied by increas- 
ing competition among supermarkets. According to a sur- 
vey made by Progressive Grocer, one-third of the super- 
markets gave stamps to customers for purchases in 1955 as 
compared with 18 percent in 1954. The stamp-using stores 
reported an average sales gain of 25 percent, whereas 
non-stamp supermarkets had a 13 percent gain. Factors 
other than stamp plans may account for a major portion 
of this difference. 


Trends in Carpeting 

The year 1955 was a record breaker for the carpet 
and rug industry, according to the 1956 edition of Basic 
Facts About the Carpet and Rug Industry, published by 
the Carpet Institute. Domestic broadloom output reached 
a new high of 107 million square yards, 25 percent over 
1954. Substantial quantities of scatter rugs were also 
produced and sold. 

An important factor in the soft floor covering in- 
dustry since World War II has been the rapid growth in 
output of tufted carpets and rugs made possible by the 
development of the tufting machine in the late 1940s. 
(See chart.) Prewar tufted carpet production was limited 
almost entirely to bath mats and sets. By 1955, however, 
these floor coverings were produced in room-size rugs 
and wall-to-wall carpeting. 

Although little, if any, growth has taken place in the 
production of woven carpets, there have been changes 
in the type of woven carpets produced. Axminsters ac- 
counted for 32 percent of total woven carpet production 
in 1955 as compared with 44 percent in 1949. Wiltons 
and Velvets have increased from 17 and 26 percent, re- 
spectively, in 1949 to 22 and 32 percent in 1955. 

A substantial increase in the use of man-made fibers 
over the past six years has affected both tufted and 
woven carpets. Man-made fibers were utilized for 34.6 
percent of total estimated carpet production in 1955. All- 
wool carpeting, still the most important type, accounted 
for 45.8 percent of the total, with wool blends and cotton 
making up the remainder. 


N 


News in Merchandising 


Competition among retail stores in promotion may be 
stimulated further by a new series of awards established 
by the Sales Promotion Division of the National Retail 
Dry Goods Association, 100 West 3lst Street, New York 
1, New York. Outstanding promotional campaigns using 
all the tools of promotion such as advertising, sales per- 
sonnel competition, and manufacturers’ cooperation will 
be rewarded in this contest. Competing in its own volume 
group, a store may submit any number of entries before 
January 31, 1957. Coordinated programs during 1956 such 
as back-to-school, departmental promotion, and Christmas 
will be the basis for selecting winning campaigns. 

Merchandising the Smaller Store is a recently pub- 
lished manual which discusses the phases of small store 
operation from merchandise budget to transportation. 
Concentrating on annual volumes under $2 million, this 
manual covers not only smaller store systems but also 
basic merchandising information that might be useful in 
the various departments of such a store. Copies of this 
publication can be obtained from Smaller Stores Division, 
National Retail Dry Goods Association. 

Creative merchandising will be the main topic in 
“What’s New in Merchandising,” a monthly newsletter 
appearing for the first time in October. Issued by Harry 
Singer and Associates, 55 West 11th Street, New York, 
the publication will circulate to ad agencies and manu- 
facturers. 


CARPET AND RUG PRODUCTION 
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DOES INFLATION THREATEN? 


JOSEPH D. PHILLIPS, Research Associate Professor 


For more than a year prices have been rising. During 
this time, consumer prices have gone up about 2 percent 
on the average and the more volatile wholesale prices 
almost 5 percent. This upward movement follows a period 
of more than three years during which the major indexes 
maintained a remarkable steadiness. Even during the 
1953-54 recession, when industrial production fell 10 per- 
cent, the general indexes of wholesale and consumer 
prices showed little change. 

Most of the increase has come since the first of this 
year (see chart). Consumer prices, which tend to lag 
behind wholesale prices, did not begin to rise significantly 
until this spring. On the other hand, wholesale prices 
of commodities other than farm products and foods began 
to climb rapidly in July, 1955, forcing the wholesale price 
index for all commodities irregularly upward despite the 
decline in prices of farm products and processed foods 
during the second half_of the year. With the upturn in 
prices of farm products and processed foods that started 
in January of this year, the wholesale price index began 
to rise more rapidly. The 6.25 percent August increase 
in steel prices, anticipated and followed by price hikes 
n a number of other commodities, has led to widespread 
speculation about the imminence of inflation. 

All accounts of what happens in business cycles de- 
scribe the typical expansion phase as one in which nearly 


every principal economic series goes up. The price ad- 
vances characteristic of this stage of the cycle have not 
been considered as symptomatic of inflation. Rather, they 
have been regarded as an inherent aspect of the expan- 
sion in business activity. 

The performance of the economy since early 1955 
has exhibited all the features of this kind of cyclical 
expansion, following a minor inventory recession. Em- 
ployment, investment, gross national product, wages, 
profits, interest rates, and prices have all been going up. 
Wages, profits, and aggregate income have moved up 
more rapidly than prices, as have several of the other 
general business indicators. 


Traditional View of Inflation 


Traditionally, inflation has been associated with sharp 
and continuing increases in prices resulting from large 
additions to the money supply, usually produced by very 
large government deficits. Currently the Federal budget 
is running a surplus. For the two years ending June 30, 
1957, Federal receipts from the public may exceed pay- 
ments to the public by $8 billion. 

The surplus in the Federal budget has been accom- 
panied by a high degree of stability in the money supply. 
The total of demand deposits (adjusted for interbank and 
Federal government deposits) and of currency outside the 
banks increased only $2 billion, or 1.5 percent, from June, 
1955, to June of this year. In this interval the gross na- 
tional product rose 6 percent, which would indicate a less- 
than-normal increase in the money supply. 

This stability in the money supply reflects in some 
measure the tight money policy of the Federal Reserve 
System during most of this period. It is clear that as 
long as business remains high the FRB will continue to 
exert its influence to prevent any rapid advance in the 
means of payment. Although increases in the velocity 


of circulation of money may serve as a substitute for 
increases in money supply, past experience indicates that 


velocity goes up sharply only when there is a rapid rise 
in the volume of money. 

It is evident that current government budget policy 
and Federal Reserve action in the money market do not 
fit the traditional pattern of inflation. However, if the 
preconditions for the rapid advance in prices customarily 
implied by inflation are not present, what are the pros- 
pects for continuing price increases at the present modest 
rates? A consideration of the main possible sources of 
increase should throw some light on this question. 


Consumer Buying Not a Separate Cause 


There are no large backlogs of consumer demand as 
there were at the end of World War II. The increase in 
liquid assets held by consumers during 1955 went largely 
into the hands of the higher income groups who give no 
indication of any general move to use them as supple- 
ments to their current purchasing power. 

Although a sharp and continuing rise in consumer 
credit has added to the stream of purchasing power, it 
seems probable that further increases will meet with 
greater resistance. With installment and other consumer 
non-mortgage debt at a record high of $37.5 billion on 
August 15, those depending upon this source for part of 
their purchasing power will find it increasingly difficult 
to borrow, especially as the money market tightens. 

Although the net contribution of consumer credit to 
total consumer outlays has been somewhat less than 2 
percent recently, it has been a more important factor 
in the sale of consumer durables, accounting for over 13 
percent in 1955. Any decrease in the amount of new 
credit provided will have an adverse effect upon sales 
in this area. Furthermore, the increase in debt entails 
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growth in the amounts borrowers are obligated to repay, 
thus reducing the amount which they subsequently can 
spend. 

Retail sales are still going up, but this is largely in re- 
sponse to the general expansion, not independent of it. 


The Contribution of Farm Prices 


Prices received by farmers were down 11 points in 
August from the June level of 247 (1910-14 = 100), but 
were still 6 percent higher than the recent low of Decem- 
ber, 1955. The increase from December through June 
contributed significantly to the rise in the wholesale 
price index for all commodities and to a lesser extent to 
that of the consumer price index. Recent declines in 
prices of farm products and those that may result from 
anticipated bumper crops will tend to pull down the 
general indexes. 

The large margin of unutilized productive capacity 
in this sector of the economy and the large stocks on hand 
make it unlikely that farm prices could make any sus- 
tained advance from current levels. Even if existing 
surpluses were eliminated, the land taken out of produc- 
tion by the “soil bank” and other acreage restriction pro- 
grams constitutes a reserve capacity that could be drawn 
upon to increase output and thereby restrain future price 
increases. 


Capital Goods a Prominent Factor 


Throughout the period surveyed, producer goods have 
experienced the greatest price increases. Wholesale prices 
of finished producer goods increased by nearly 8 percent 
in the year ended last June, during which time wholesale 
prices of finished (non-food) consumer goods rose about 
3 percent. In roughly the same period consumer outlays 
on products other than foods rose less than 2 percent, 
whereas business outlays for new plant and equipment 
increased 23 percent. The high rate of private investment 
in plant and equipment has been the major factor in the 
greater advance of producer goods prices as it has been 
in the expansion of business activity generally. 

How long will the current high rate of investment in 
plant and equipment continue? Most business forecasters 
expect it to carry through the remainder of the year, but 
they are generally reluctant to commit themselves beyond 
that time. It appears that productive capacity is adequate 
now in a number of lines, including autos and other con- 
sumer durable industries. 

It is interesting to note that industrial production 
has leveled off in the past year despite large additions 
to productive capacity. With capacity growing and out- 
put stable, pressure on the price level from this source 
may be eliminated soon. Competitive conditions tend to 
develop in various industries upon completion of new 
facilities provided by the current expansion program, 
and such conditions usually result in downward revisions 
of investment plans. Increased outlays for new equipment 
by some producers who may attempt to reduce costs 
through automation are not likely to make up for cut- 


_ backs of investment aimed at expanding capacity. 


Inventory Buying a Factor 

Prices of industrial materials have varied greatly in 
their movements during the last year. Some have in- 
creased sharply, whereas others have declined. Varying 
supply conditions account for some of these differences, 
hut swings in purchases of these items for inventory have 
been important. In a period of active buying for inven- 


tory, pressure on existing supplies may become very 
strong and prices may be bid up rapidly. But when the 
buying spree is over, downward pressure on the price of 
the material shows up, in markdowns if not in stated list 
prices. Copper is a good example of an industrial mate- 
rial whose price was strong last winter but more recently 
has fallen sharply as stocks have been built up. 

Steel, on the other hand, is still feeling the pressure 
on capacity. Recent increases in steel prices have been 
viewed as the precipitant of a more general upsurge in 
prices. In this regard, it should be noted that steel prices 
had been moving up well before the recent post-strike 
increase. Between June and July of 1955, the index of 
iron and steel prices jumped from 136 to 143 and climbed 
another 7 points through June of this year. During the 
longer period from January, 1952, to January, 1956, the 
index rose 26 points. Undoubtedly this increase was a 
factor in the 12.5 point rise in the index for machinery, 
but with the offsetting movements of other prices, it had 
little effect on the over-all price indexes. 

These comparisons indicate that the relationship be- 
tween steel prices and the general price lével is not very 
close. Steel enters many products, but in most cases is 
only a small fraction of the total cost of the finished 
product. Even in automobiles it accounts for only 5 to 
10 percent of the final price. One auto manufacturer, in 
announcing a 3 percent increase in the prices of his 
company’s 1957 models, indicated that this would cover 
cost increases, including, presumably, wages as well as 
materials prices. 


Labor No Bottleneck 


There have been several attempts to differentiate the 
present period from others in which prices rose by de- 
scribing it as a “cost inflation.” Wage increases — the 
cost advances usually referred to—do not necessarily 
require price increases if productivity is rising. Many 
past estimates of the amount of wage increases that could 
be absorbed without inflation have apparently been based 
upon underestimates of the potential increase in produc- 
tivity. It is significant that employment in manufacturing 
declined from 1953 to 1956 while production was rising. 
The current wave of capacity expansion undoubtedly will 
increase productivity greatly. 

Furthermore, there appear to be adequate margins 
available in the labor force to meet anticipated needs. 
Current unemployment of two million is above the irre- 
ducible minimum and accretions to the labor force will 
continue to be large. Overtime employment has practically 
been eliminated. In addition, there are still considerable 
numbers of potential workers not currently in the labor 
force who could be induced to enter it by the expansion 
of job opportunities. Output is hardly likely to move up 
sharply enough from the current plateau to produce any 
serious bottleneck in the labor supply. 

In summary, then, there is little to justify the view 
that the economy is on the verge of inflation. On the 
one hand, no large additions to the money supply are 
in prospect. On the other hand, surplus stocks and grow- 
ing productive capacity tend to restrain prices in many 
lines. Most of what has been happening can be regarded 
as characteristic of the business cycle in periods of high 
prosperity. Even the recent upward movement in the gen- 
eral price level is unlikely to continue if the level of ac- 
tivity remains as stable as it has so far in 1956. Since 
the termination of a boom is typically followed by a 
decline, it is possible that the threat of “deflation” is at 
least as serious as the threat of further “inflation.” 
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LOCAL ILLINOIS DEVELOPMENTS 


Sharp seasonal rises highlighted Illinois business ac- 
tivity during August. Under pressure of the early harvest, 
cash farm income soared, with higher prices pushing re- 
ceipts well above a year ago. Coal production and depart- 
ment store sales increased about one-fourth over their 
July levels, stimulated by the approach of cool weather. 
Steel production, on the other hand, was about halved 
in comparison with June, the last month before the strike, 
and with August, 1955. 


Industrial Expansion 

An increase of 44 percent in value added by manufac- 
ture was chalked up by Illinois industry between 1947 and 
1954, according to recent data published in the 1954 
Census of Manufactures. The total reached $9.6 billion 
in 1954 and all indications are that it has continued to 
climb. 

Payrolls rose in line with output between 1947 and 
1954, although employnient fell off slightly. The number 
of establishments also rose, with almost all of the increase 
in plants employing less than 20 persons. 

Nonelectrical machinery continued to be the most 
important industry in the State, both with regard to the 
number of employees and value added. Food and kindred 
products remained in second place, although electrical 
machinery had all but closed the gap-which existed in 
1947. The largest gains in value added by manufacture 
came in transportation equipment, which almost doubled, 
and instruments, which grew by 66 percent. Apparel and 
related products was the only industry to add a smaller 
value to its products in 1954 than it had in 1947, 


GROWTH IN VALUE ADDED BY MANUFACTURE, 
1947 to 1954 
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Almost two-thirds of the increase occurred in the 
Chicago area. However, the rate of growth in that area 
was somewhat smaller than that for the State as a whole, 
as may be seen in the accompanying chart. While Spring- 
field was the only metropolitan area to more than double 
value added by manufacture, many counties showed in- 
creases of several hundred percent. Brown County led 
the list with value added ten times larger than in 1947. 


Recovery in Coal 

After some years of decline Illinois coal production is 
again on the uptrend. Through much of 1955 and each 
of the first eight months of 1956 there has been a signif- 
icant increase over the corresponding month a year 
earlier. At the current rate of rise over last year, 9 per- 
cent, 1956 should total 48 million tons, the largest output 
since the burst of production during the Korean war. 

Williamson and Christian counties continue to vie for 
first rank, with Williamson County taking the lead in 
five of the first eight months of this year. In January 
and February, Christian was also surpassed by Fulton 
County, the third-place producer. 

The rising demand by electric utilities is the chief 
factor behind the increased tonnage. Increased foreign 
shipments of United States coal have also augmented 
demand. 


Leading the Nation 

With crop production records falling in every field, 
Illinois is leading the nation in both corn and soybean 
output. The current outlook is for 587 million bushels 
of corn, almost one-sixth of the nation’s total. This is 
about one-sixth more than in Iowa this year and 4 per- 
cent more than the previous Illinois high in 1948. The 
new record is being set despite a cutback in acreage 
plantings, as yield per acre moves up to a prospective 
66 bushels. 

The soybean crop is estimated at 136 million bushels, 
38 percent over 1955, the previous high. An expected 
acreage yield of 29 bushels also sets a new record. The 
second ranking state, Minnesota, is expected to produce 
less than one-third as much. 

Wheat production this year should also reach a new 
high in the State. The estimate is 58 million bushels. 
Oats and hay crops are estimated to be above average 
but below the records. 

The position of Illinois in the nation’s agriculture 
has been highlighted by the recent publication of data 
from the 1954 Census of Agriculture. In that year Illinois 
had the three top corn-producing counties, Champaign, 
Iroquois, and Vermilion in that order, yielding over 3 
percent of the nation’s total crop. The three top soybean 
producers were also Illinois counties, McLean, LaSalle, 
and Livingston. Illinois had a total of 13 of the top 100 
counties in total value of production in 1954. 





NOTE: Owing to a change in Post Office accounting 
procedure, postal receipts for selected Illinois cities will 
henceforth be reported on a four-week basis rather than 
for calendar months. Because the new periods begin with 
this issue, no changes from previous periods are available, 
and the change from a year ago will not be published 
until the completion of the first year. 
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COMPARATIVE ECONOMIC DATA FOR SELECTED ILLINOIS CITIES 





























August, 1956 
Electric 
Power Con- Bank 
sumption? (000 600 
(000 kwh) 000) 
SON: esc dada sebeiied wade 1 ,080 ,025* $14 ,537* 
Percentage change from..... . ‘Aug., 1955. ae 337 rey 
NORTHERN ILLINOIS 
IE 3 shai CU ee ng er N ee s 806 ,995 $13 ,248 
Percentage change from +5.1 ~3.6 
as ° +3.4 +6.6 
Wo dc8 ahi ks aa abies dene be n.a. $ 60 
Percentage change from suey? 
SI 52-3 6s bb Shae Rae RW cea eee eee n.a. S “@ 
Percentage change from Pa 
BR ee a ie ee Ne n.a. $ 78 
Percentage change from. . . Pre 
GN is pies ¢ bo eene Gtansbas keene n.a. n.a. 
Percentage change from... . 
Rock Island-Moline....................... 22 ,027 $ 90> 
Percentage change from... . in oa ara 
ING cisaiy ewig nda Gonos on een 41,041 $ 176 
Percentage change from... . / Py 5 oss 
CENTRAL ILLINOIS 
EEE eS Me a ee ae 8,093 $ 65 
Percentage change from... . is3 bref 
Champaign-Urbana........... 10 ,088 $ 61 
Jeerents —5.2 —2.4 
Percentage change from... .: atta 42.5 
NN cts cn ie oe Punttben atures 11 ,067 $ 54 
( iar 
Percentage change from... . é pry big 
nk Sihniendincnk w bois ead aeeuae eae 30 ,873 $ 106 
Percentage change from —4.3 —2.4 
c g c g ese-e bial 1 & —Z. 7 
No fon, Las Saviano 8,568 n.a. 
Percentage change from. be . 
i Or ee 53 ,956° $ 220 
i le Pes +5.3 —0.8 
Percentage change from. ot a 459 
vss idswnvaaeeare 10,168 $ 38 
Percentage change from. her a -<- 
PN o--cb ended dev aseanuaes 39 132° $ 115 
Percentage change from ’ +7.3 ~!.6 
tthe ola +13.0 2.9 
SOUTHERN ILLINOIS 
| 14,500 | $ 143 
Percentage change from —9.¢ +3.4 
age chang om. «alt. 2 1-9 2 
Alton. . ; is 15,130 $ 41 
? 
Percentage change from. Yo : 7? > 
Belleville cere teh 8,386 n.a 
Percentage change from +2.5 
erc age change from. . 44.9 


* Total for cities listed. » Includes East Moline. 
n.a. Not available. 

Sources: 'U.S. Bureau of Labor Statistics. Data include Federal construction projects. * Loc 
May, 1956, are not available. * Research Departments of Federal Reserve Banks in Seventh (Chic 
tricts. Department store sales percentages rounded by original sources, 
August 24, 1956. 
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* Includes immediately surrounding territory. 4 Month of August, 


al power companies. 
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